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I. WITNESS INTRODUCTION 6 

Q1. Please state your name and business address. 7 

A. My name is Paul R. Herbert and my address is 207 Senate Avenue, Camp Hill, 8 

Pennsylvania. 9 

Q2. Are you the same Paul R. Herbert who previously filed testimony in this 10 

proceeding? 11 

A. Yes I am. 12 

II. PURPOSE OF REBUTTAL TESTIMONY 13 

Q3. What is the purpose of your rebuttal testimony? 14 

A. The purpose of my rebuttal testimony is to address recommendations regarding 15 

the cost of service study by Staff witness Mr. Peter Lazare, and rate design 16 

proposals and tariff revisions by Staff witnesses Mr. Christopher L. Boggs and 17 

Mr. Philip Rukosuev. 18 

III. RESPONSE TO STAFF WITNESS LAZARE 19 

Q4. Have you reviewed Mr. Lazare’s testimony regarding the cost of service 20 

study? 21 

A. Yes.  The cost of service study (“COSS”) methodology used by IAWC is the 22 

base-extra capacity method (this methodology was approved by the Commission 23 

for use in the rate investigation (Docket 08-0463) in its October 15, 2008 Order).  24 

Mr. Lazare states that he considers the COSS methodology used by IAWC 25 

acceptable for this case.  The base extra method is also the method Mr. Lazare 26 
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used in preparing the cost allocation studies in the Company’s last case at 27 

Docket 07-0507.  He also states that the cost allocators for system costs are 28 

consistent with Illinois practice and the AWWA Manual M1.  He concludes that 29 

IAWC’s COSS provides a reasonable basis for allocating costs in this 30 

proceeding. 31 

Q5. Do you agree with these conclusions? 32 

A. Yes.  The base-extra capacity is a recognized method for allocating the cost of 33 

providing water service to customer classifications in proportion to the 34 

classifications’ use of the commodity, facilities, and services.  It is generally 35 

accepted as a sound method for allocating the cost of water service and was 36 

used by the Company in previous cases.  37 

Q6. Does he comment further on the base extra capacity method?   38 

A. Yes.  Mr. Lazare states that while the base extra method is acceptable for 39 

ratemaking in this case, he now opposes the use of non-coincident demands to 40 

allocate the costs associated with the extra capacity portion of demand related 41 

facilities.  He concludes that the use of non-coincident demands is misplaced. 42 

“the base-extra method is flawed in one key respect.  The problem 43 
lies with the use of NCP demands to allocate demand-related 44 
costs.  The evidence indicates that the size of key facilities required 45 
to serve the demands of ratepayers from multiple rate classes are 46 
shaped by coincident peak demands, rather than non-coincident 47 
peak demands.  Coincident peak demands reflect the demands by 48 
all classes at the time the system peaks.  Thus, the Company’s 49 
focus on NCP demand to allocate these costs is misplaced.” 50 
  51 

He recommends that the Company be ordered in its next rate case to prepare a 52 

cost of service study based upon coincident capacity factors. 53 

 54 
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Q7. Do you agree with this recommendation? 55 

A.  No I do not.  As Mr. Lazare correctly states earlier in his testimony, non-56 

coincident demands are used to recognize system diversity.  If a water system 57 

had to be designed to meet each class’ peak demands at the same time, a larger 58 

system would have to be constructed to accommodate such demands.  In 59 

recognizing the diversities of demands of the various classes, a smaller, more 60 

efficient system can be constructed.   61 

Q8. How are the benefits of the smaller system shared equitably among the 62 

classes? 63 

A. The base extra capacity method reflects the benefits of system diversity by 64 

allocating the extra capacity cost of a relatively smaller system to the classes 65 

based on each class’s peak demands on a non-coincident basis.  On page 301, 66 

the AWWA Manual concludes: “In this manner, all classes share proportionately 67 

in the economies of scale and cost savings of this smaller, integrated, and 68 

diverse system.” 69 

Q9. Mr. Lazare cites the new water treatment plant constructed to serve the 70 

Champaign service territory as an example of how non-coincident 71 

demands are inappropriate.  Do you consider his example valid? 72 

A. No. Mr. Lazare asserts that “The plant was built to serve not just individual rate 73 

classes but all classes in the district on a collective basis.  Furthermore, the plant 74 

must be of sufficient size to meet the collective peak demands of all rate classes 75 

in the district.  So what is important is the demand of classes at the time the 76 
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system peaks, rather than individual peak demands that may occur at some 77 

other time.”   78 

This assertion is incorrect.  Although Mr. Lazare is correct that the plant 79 

is designed to meet the collective peak demand, he ignores the fact that this 80 

permits construction of a smaller plant.  The extra capacity of the Champaign 81 

plant is available to meet the demands of each customer classification regardless 82 

of the time peak demands occur.  Each classification benefits from having a 83 

diverse system and therefore should share proportionately based on their non-84 

coincident demands. 85 

Q10. What are some of the problems with estimating class demand factors on 86 

the coincident peak day or hour as Mr. Lazare suggests? 87 

A. Estimating individual class peak demands on the coincident peak day would be 88 

much more subjective than estimating non-coincident demands.  For non-89 

coincident demands, one can study the pattern of usage for each class based on 90 

actual billing records and system delivery over the course of several months of 91 

data.   However, for coincident demands, one would have to estimate what each 92 

class’ usage was on a specific day.  This would be especially difficult if the peak 93 

day occurred on a weekend, when a portion of the non-residential demand may 94 

not have any consumption at all.  Therefore, I oppose the use of coincident 95 

demands for cost allocation purposes. 96 

Q11. Are you aware of any regulatory commission that has required a cost of 97 

service study based on coincident peaks? 98 
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A. No.  I also note that Mr. Lazare, as indicated in data responses IAWC-ICC 2.13 99 

and 2.15, is not aware of any examples of a cost of service study based on 100 

coincident capacity factors being performed by a water or wastewater utility in 101 

Illinois or any other jurisdiction.  Nor is he aware of any Commission or other 102 

regulatory commission requiring a water utility to perform a cost of service study 103 

using coincident capacity factors.  Given the flaws with such a study that I 104 

describe above, I do not believe there is any basis for his recommendation. 105 

Q12. Have you reviewed the corrections to the class capacity factors submitted 106 

by Mr. McKinley (IAWC Exhibit 13.00R1) and the effect these corrections 107 

have on the cost of service allocation results? 108 

A. Yes.  I reviewed the corrections to the class capacity factors and reran the 109 

allocations with the corrected factors.  The changes to the allocation results were 110 

minor with no class’ percentage of the total cost of service changing more than 111 

0.10%.  Therefore I conclude that the COSS does not require revisions as a 112 

result of the corrections submitted by Mr. McKinley. 113 

IV. RESPONSE TO STAFF WITNESS BOGGS 114 

Q13. Mr. Boggs, at pages 14-15 of his testimony, recommends that $14.50 (80% 115 

of IAWC’s statewide customer costs of $18.14 per month) be the maximum 116 

customer charge for 5/8 inch meter customers in each rate area of IAWC.  117 

Please comment on that recommendation.   118 

A. I believe that the $14.50 recommended by Mr. Boggs does not adequately 119 

recover IAWC’s fixed customer costs and does not address the Commission’s 120 
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requirement that IAWC consider recovery of additional fixed costs in the 121 

customer charge.    122 

Q14. Did Mr. Boggs take a position on the Company’s proposed minimum 123 

system charge addition to the customer charge? 124 

A. No.   125 

Q15. What is your understanding of Mr. Boggs’ basis for application of the 80% 126 

factor to calculate the $14.50 amount? 127 

A. In response to the data request IAWC-ICC 2.18, Mr. Boggs stated he “applied 128 

the 80% factor to the components of the customer charge because the 129 

Commission has supported the recovery of fixed costs in the customer charge 130 

and has also approved recovery of fixed costs in the customer charge of 80% for 131 

certain gas utilities in Illinois.”  He then references certain past Commission 132 

cases (Ameren Docket Nos. 07-0585-07-0590 (Final Order, pp. 237-238) and 133 

Nicor Docket No. 08-0363 (Final Order, pp. 90-91)) where “the Commission 134 

approved recovery of fixed costs of 80% in the customer charge and did not 135 

provide for additional recovery of costs through a minimum system charge.”  It is 136 

my understanding, however, that those orders permitted the utilities to recover 137 

80% of their “fixed delivery service” costs through the customer charge, and that 138 

the fixed delivery services costs include investment in mains that connect all 139 

customers as well as other costs that do not vary with volume of service 140 

delivered.  Thus, the approved recovery in those cases covered more than just 141 

the fixed customer costs that Mr. Boggs uses to calculate the $14.50 amount for 142 

IAWC.  Therefore, I believe that, to be consistent with these orders, the 80% 143 
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factor should be applied to all IAWC’s fixed customer costs as well as the 144 

minimum costs discussed in my direct. 145 

Q16. What would be the result of recovering 80% of all IAWC’s fixed customer 146 

costs and the minimum system cost in the customer charge? 147 

A. If the minimum system cost of $4.67 per customer per month (see Exhibit 9.03) 148 

were added to the customer costs of $18.14, there would be a total of $22.81 of 149 

fixed costs per month applicable to the monthly customer charge.  80% of these 150 

costs would equal $18.25.  151 

Q17. Does the Company’s proposal result in a customer charge that is 152 

consistent with the orders Mr. Boggs refers to? 153 

A. Yes, I believe so.  The Company proposed a customer charge of $17.75 154 

(including the first phase of the minimum system charge) which is $0.50 less than 155 

the $18.25. 156 

Q18. Mr. Boggs asserts that complete customer charge uniformity across all 157 

IAWC rate areas is not recommended in this rate case because the 158 

customer charge in some areas would increase by approximately 100%.  159 

Do you agree? 160 

A. Yes.  The Company proposed lower customer charges for South Beloit, 161 

Champaign, Lincoln, and Chicago Metro, so that percentage increases to low 162 

volume users would be mitigated. 163 
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Q19. Mr. Boggs, at pages 7, 13 and 14 of his testimony, recommends that 164 

Champaign’s customer charges be set at the same rate as the customer 165 

charge in Zone 1 and Sterling, rather than the lower rate proposed by 166 

IAWC.  Please comment on that recommendation.   167 

A. The Company is concerned the Company’ proposed $17.75 customer charge per 168 

month for Zone 1 would represent a 58% increase over Champaign’s existing 169 

customer charge.  For this reason, the Company proposed a customer charge for 170 

Champaign that is $2.00 less or $15.75 per month.  If the Commission’s order in 171 

this case produces a customer charge for Zone 1 that is less than that proposed 172 

by the Company, the Company would consider utilizing the same charge in 173 

Champaign as is utilized for Zone 1. 174 

Q20. Mr. Boggs, at page 15 of his testimony, recommends a $14.50 maximum 175 

customer charge in the Zone 1 rate areas, including Champaign and 176 

Sterling, as well as for Pekin.  Do you agree with that recommendation?  177 

A. Since Mr. Boggs’ recommendation excludes any portion of a minimum system 178 

component and does not add any additional fixed costs to the customer charge, 179 

the Company opposes his recommendation. 180 

Q21. Mr. Boggs, at page 15 of his testimony, recommends a $13.50 maximum 181 

customer charge for Chicago Metro Water.  Do you agree with that 182 

recommendation? 183 

A. No, for the same reason stated above.  The Company believes its proposal for 184 

the Chicago Metro Water customer charge is appropriate. 185 
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Q22. Mr. Boggs, at page 15 of his testimony, recommends a $10.50 maximum 186 

customer charge for South Beloit and Lincoln.  Do you agree with that 187 

recommendation? 188 

A. No, for the same reason stated above. The Company believes its proposal for 189 

the Lincoln and South Beloit customer charges are appropriate. 190 

Q23. Mr. Boggs, at page 16 of his testimony, requests that IAWC prepare 191 

adjusted usage rates for Zone 1 5/8 inch meter customers to reflect his 192 

proposal to have Champaign 5/8 inch meter customer charges uniform with 193 

those of Zone 1.  Do you agree that such an adjustment is warranted? 194 

A. Yes, but only if the same customer charge is ultimately ordered for Zone 1 and 195 

Champaign.  In that case, the usage charge would have to be recalculated to 196 

reflect that change in order to produce the same level of revenue. 197 

Q24. Does IAWC agree with Mr. Boggs’ conclusion, at pages 16-17 of his 198 

testimony, that South Beloit should be excluded from the proposed 199 

uniform customer charges and usage charges for the rest of the Zone 1 200 

customers? 201 

A. The Company stands by its original proposal to have lower customer charges in 202 

South Beloit, but that the consumption charges should be equal to those for Zone 203 

1, less the cost of purchased water. 204 

Q25. At page 19 of his testimony, Mr. Boggs recommends that the proposed 205 

34.3% increase in private fire service rates be approved for Zone 1 and 206 

Champaign.  Do you agree with the recommendation? 207 

A. Yes. 208 
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Q26. Mr. Boggs recommends, at page 21 of his testimony, that the Commission 209 

approve a 19.88% increase in Public Fire Service rates.  Does IAWC agree 210 

with that recommendation? 211 

A. Yes, that is acceptable. 212 

Q27. What does Mr. Boggs conclude about the bill impact for the Alton, Cairo 213 

Peoria and Pontiac Districts? 214 

A. Mr. Boggs concludes that there may be rate shock only among the residential 215 

class at 100% usage level, who may experience 50% to 70% overall increases at 216 

their current usage level.  He further concludes that the group most affected 217 

would be residential customers with high levels of usage per month (above 218 

90 ccf).  However, Mr. Boggs concludes that, while such a bill increase would be 219 

high, “it sends a proper price signal to these high volume users and encourages 220 

conservation.” 221 

Q28. What is the residential class at the 100% usage level Mr. Boggs refers to? 222 

A. I understand the 100% usage level to be where the highest bill occurs in any one 223 

month.  There would therefore be very few customers in this subclass. 224 

Q29. Do you agree with his conclusion regarding rate shock? 225 

A. No.  The Company does not believe that its rate proposals result in rate shock.  226 

Furthermore, I believe rate mitigation is properly focused on usage levels up to 227 

the average bill, or possibly up to twice the average to account for larger families 228 

and certain discretionary usage.  I do not believe mitigation is required for 229 

customers at the 100% level.  At the 100% level, there are few customers 230 

affected.  For customers above 90 ccf cited above, this equates to approximately 231 
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67,500 gallons per month which is over 13 times the average residential bill.  232 

Less than 1% of customers consume at these levels.  233 

Q30. What does Mr. Boggs conclude about the bill impact for the Champaign 234 

District? 235 

A. Mr. Boggs concludes that the non-residential class had higher bill impacts than 236 

the residential class.  He further concludes that there may be rate shock only 237 

among the non-residential class having meter sizes of one inch or greater (the 238 

group most affected) and customers who used over 4000 ccf per month.  Such 239 

customers may experience a 63.98% overall increase at their current usage 240 

level.  However, Mr. Boggs concludes that, “[w]hile a 63.98% bill increase would 241 

be high, it sends a proper price signal to these high volume users and 242 

encourages conservation.”   243 

Q31. Do you agree with his analysis? 244 

A. No, to the extent he expresses concern about rate shock.  My bill comparisons 245 

provided in my exhibits do not show the increases referred to by Mr. Boggs.  246 

Furthermore, usage over 4000 ccf represents less than 0.03% of the commercial 247 

customers.  Therefore, I do believe that there is a concern about rate shock for 248 

non-residential customers. 249 

Q32. What does Mr. Boggs conclude about the bill impact for the Interurban 250 

District? 251 

A. Mr. Boggs concludes that there are no significant bill impact exceptions for this 252 

district. 253 

Q33. Do you agree with that conclusion? 254 
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A. Yes. 255 

Q34. What does Mr. Boggs conclude about the bill impact for the South Beloit 256 

District? 257 

A. Mr. Boggs concludes that there will be minimal rate impacts for most customer 258 

classes in South Beloit. 259 

Q35. Do you agree with that conclusion? 260 

A. Yes. 261 

Q36. What does Mr. Boggs conclude about the bill impact for the Sterling 262 

District? 263 

A. Mr. Boggs notes that the results in this District showed a more diverse range of 264 

distribution of the proposed rates throughout customer classes and across usage 265 

levels, and asserts that customers using over 65 ccf will be most affected.  Mr. 266 

Boggs concludes that customers in the highest use residential and non-267 

residential classes will experience “tremendous bill increases” due to their usage 268 

levels.  He further concludes that there may be rate shock among only these 269 

customers, but the increase “sends a proper signal to these high volume users 270 

and encourages conservation.” 271 

Q37. Do you agree with that analysis? 272 

A. No, to the extent Mr. Boggs expresses concern about rate shock.  Consistent 273 

with moving Sterling into Zone 1, the bill impacts are high only for those 274 

customers with larger meter sizes due to the fact that the existing customer 275 

charges for the larger meter sizes are relatively low.  Customers with smaller 276 

meters such as 5/8-inch do not experience large increases. 277 
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Q38. What does Mr. Boggs conclude about the bill impact for the Streator 278 

District? 279 

A. Mr. Boggs concludes that there are no significant bill impact exceptions for this 280 

district. 281 

Q39. Do you agree with that conclusion? 282 

A. Yes. 283 

V. RESPONSE TO STAFF WITNESS RUKOSUEV 284 

Q40. What are Mr. Rukosuev’s recommendations regarding rate design? 285 

A. He finds the Company’s proposals for a one-block structure for residential 286 

customers and a declining block structure for non-residential customers to be 287 

reasonable.  He also reviews rate design for Lincoln, Pekin and Chicago Metro. 288 

He concludes that the rate design proposed by IAWC in those rate areas is 289 

reasonable. 290 

Q41. Does the Company agree with those conclusions? 291 

A. Yes. 292 

Q42. Does Mr. Rukosuev testimony regarding other issues? 293 

A. Yes, he testifies about bill impacts in Lincoln, Pekin and Chicago Metro. 294 

Q43. What does Mr. Rukosuev conclude about the bill impact for the Lincoln 295 

District? 296 

A. Mr. Rukosuev concludes that only the 100% Customer Class Cumulative Billing 297 

Frequency – Residential and 80%-100% Customer Class Cumulative Billing 298 

Frequency – Industrial may experience “sizeable monthly dollar impacts.”  He 299 

further asserts that the inclusion of purchased water charges would cause these 300 

bill impacts to be lower. Mr. Rukosuev therefore reserves the right to propose 301 
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any mitigation measures for the 100% Customer Class Cumulative Billing 302 

Frequency – Residential or 80%-100% Customer Class Cumulative Billing 303 

Frequency – Industrial in the Lincoln District.   304 

Q44. Does IAWC believe mitigation is warranted? 305 

A. No, I do not.  As discussed above, the 100% customer class billing frequency 306 

represents very few customers with high usage levels. 307 

Q45. What does Mr. Rukosuev conclude about the bill impact for the Pekin 308 

District? 309 

A. Mr. Rukosuev concludes that only the 100% Customer Class Billing Frequency – 310 

Residential and 100% Customer Class Billing Frequency – Industrial will see a 311 

“significant” rate increase.  He notes, however, that the inclusion of purchased 312 

water charges would cause these bill impacts to be lower.  As to the 100% 313 

Customer Class Billing Frequency – Residential, Mr. Rukosuev concludes that 314 

the proposed single block rate structure will provide an incentive to conserve 315 

water.  316 

Q46. Do you agree with those conclusions? 317 

A. Yes. 318 

Q47. Mr. Rukosuev reserves the right to propose any mitigation measures for 319 

the 100% Customer Class Billing Frequency - Industrial in the Pekin 320 

District.  Does IAWC believe mitigation is warranted? 321 

A. No, I do not, for the reasons I discussed above. 322 

Q48. What does Mr. Rukosuev conclude about the bill impact for the Chicago 323 

Metro Water District? 324 
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A. Mr. Rukosuev concludes that bill impacts generally do not constitute rate shock.  325 

He notes that the 100% Customer Class Billing Frequency – Residential (Well 326 

Water) and 100% Customer Class Billing Frequency – Commercial (Lake Water) 327 

may experience “sizeable monthly dollar impacts,” but such impacts are “in line 328 

with the proposed revenue requirement percentage increase.”  Mr. Rukosuev 329 

notes that, for residential customers in the highest usage tier, the proposed 330 

single block rate structure will provide an incentive to conserve water.  He further 331 

asserts that the inclusion of purchased water charges would cause these bill 332 

impacts to be lower.  333 

Q49. Do you agree with those conclusions? 334 

A. Yes.   However, I note that the existing rate structure for residential customers 335 

has only one rate block. 336 

Q50. Mr. Rukosuev reserves the right to propose any mitigation measures for 337 

the 100% Customer Class Cumulative Billing Frequency in the Chicago 338 

Metro Water District.  Does IAWC believe mitigation is warranted? 339 

A. No, for the reasons I discuss above. 340 

Q51. Mr. Rukosuev, at page 30 of his testimony, asserts that the bill impact 341 

analysis appears to contain some data input errors for Chicago Metro Lake 342 

Water (Residential 100%), Chicago Metro Moreland Water (Residential 343 

100%) and Chicago Metro Well Water (Commercial 100%).  Please address 344 

that assertion. 345 

A. The Company is reviewing the bill impact analysis and will submit a corrected 346 

version if necessary. 347 
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Q52. What does Mr. Rukosuev conclude about the bill impact for the Chicago 348 

Metro Sewer District? 349 

A. Overall, Mr. Rukosuev concludes that the bill impacts “to some extent” constitute 350 

rate shock.  However, he notes that the percentage increases are primarily 351 

driven by the overall proposed revenue requirement increase.  Mr. Rukosuev 352 

notes that, relative to usage, high volume users in particular will see a “noticeable 353 

impact” on their bills.  However, he recognizes that an increase in sewer rates is 354 

necessary “in order to align revenues closer to costs.”    He further notes that 355 

purchased water surcharges are not included in this bill impact analysis.  356 

Q53. Do you agree with those conclusions? 357 

A. I would not agree that the bill impacts constitute rate shock.  358 

Q54. Mr. Rukosuev reserves the right to propose any mitigation measures for 359 

the 50% through 100% Customer Class Cumulative Billing Frequency in the 360 

Chicago Metro Sewer District.  Does IAWC believe mitigation is warranted? 361 

A. No.  I discuss in my direct testimony (pages 22-23), the Company’s proposed 362 

sewer rate design is intended to realign revenues with the cost of service in a 363 

manner that does not constitute rate shock.  I therefore do not believe mitigation 364 

is warranted. 365 

Q55. Does this conclude this portion of your rebuttal testimony? 366 

A. Yes, it does.  I will file additional rebuttal to interveners in this case in accordance 367 

with the modified case schedule 368 

 369 
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